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The Bank of England; its present Constitution and Operations. By 
Charles Jellicoe, Esq., Fellow of the Statistical Society. 

[Read before the Statistical Society, 17th March, 1856.] 

There seems to be a very general impression on the mind of the 
public that the fluctuations which occur from time to time in the 
amount of the circulation, or in the demand for it, and the evil conse- 
quences resulting from them, are to be traced to the present constitu- 
tion, or to the operations of the Bank of England, and that, therefore, 
the interference of the Legislature is again required to avert these 
evils, and to place that establishment on a sounder basis. 

It is proposed, therefore, in the present paper, briefly to inquire 
into the nature and character of the constitution and operations in 
question, and, if possible, to determine whether the impression above 
mentioned be a correct one, and whether they are, in any degree, 
chargeable with the financial disturbances which occasionally affect 
the monetary world in so serious a manner. 

The Bank of England was established in the year 1694 by a 
charter from King William and Queen Mary, and its first capital was 
created by a subscription in that year of 1,200,000?. By successive 
aggregations this sum has been increased to the enormous extent of 
14,553,000Z., which now forms its capital stock, and which is actually 
paid up. It differs from other banking companies in possessing 
certain privileges, and also in the following particulars. 

It has the management of the issue of bank notes and of the 
national debt, and it acts more particularly in the capacity of banker 
to the Government, receiving the revenue and paying the drafts 
drawn in liquidation of the general expenses of the State. 

Under the provisions of the Act of 7 and 8 Victoria, cap. 32, the 
accounts are directed to be kept in a peculiar manner, and to be pub- 
lished weekly in the following form : — 

Issue Department.* 
£ £ 

Notes issued 24,580,570 Government Debt 11,015,100 

Other Securities 2,984,900 

Gold Coin and Bullion 10,580,570 

24,580,570 

Banking Department.* 

£ £ 

Proprietors' Capital .... 14,553,000 Government Securities.... 10,275,480 

Rest 3,185,588 Other Securities 18,868,757 

Public Deposits 4,439,589 Notes 5,505,485 

Other Deposits 12,234,788 Gold and Silver Coin .... 646,537 

Seven Day Bills 883,294 

35,296,259 35,296,259 

* The figures here given are those actually presented in the account for the week 
ending 1st December, 1855. 
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It will here be seen that the issue department is entirely distinct 
from the banking one, and that the former takes account simply of 
the securities and specie kept to meet the notes in circulation. By 
the Act of Parliament above quoted, all persons may demand from 
this department notes in exchange for gold bullion at the rate of 
three pounds seventeen shillings and ninepence for each ounce of 
standard gold; and, accordingly, it will be observed that at the date of 
the above account the public, including the bank itself, had obtained 
notes in this way to the extent of 10,580,570Z., in other words, that 
they had deposited upwards of 2,683,380 ounces of standard gold, 
receiving notes at the rate above mentioned in exchange for it. But 
a slight inspection of the amount will show that a further quantity of 
notes, representing a sum of 14,000,000Z., were also at that time in 
the hands of the public ; and the questions will naturally arise, how 
they came there, and what equivalent was given for them ? It appears 
that the securities to meet them, should they be presented, consist of 
a sum of 11,015,1002., described as a Government debt, and 2,984,900Z. 
made up of " other securities." But these being, for the most part, 
wholly inconvertible, would, of course, entirely fail of their object 
should they at any time be called into requisition. 

The arrangement, as we have said, owes its origin to the cele- 
brated enactment generally known as the Bank Charter Act, which 
specially authorized the appropriation of 14,000,000?. of securities 
(the debt due to the bank of 11,015,100Z. forming part of them), to 
this particular purpose, that is to say, that on the creation of the two 
departments the bank had not the means of allotting an amount of 
specie to the issue department equal to that of the notes in circula- 
tion, (as it would seem only reasonable and proper that it should have 
done,) and therefore the deficit was necessarily made up in the 
manner described, the authors of the plan justifying it, it is to be 
presumed, partly on the necessity of the case, and partly on the well- 
established fact that, except on very extraordinary occasions indeed, 
the circulation was not likely to fall below such a limit as would 
exhaust the supply of gold, slender as it comparatively was, whilst the 
precious metal was thus economised to a very considerable extent, 
and other important advantages obtained, to which we shall hereafter 
have occasion more particularly to refer. It will be noticed then, 
that this department of the bank is entirely passive, and that the 
directors, excepting so far as they are holders of notes in the other 
department, can exercise no control over it. It is subject simply to 
the action of the public, who, in effect, use it as a depository for their 
gold, leaving it or withdrawing it at their pleasure, and without 
charge, save for the conversion of bullion into coin, for which they 
pay at the rate of \%d. per ounce. It is to be observed, too, that in 
this branch, whatever the amount of notes in circulation may be, the 
securities must never exceed the 14,000,0002. above mentioned unless 
under the authority of an Order in Council ;* and further, that the 
silver bullion must not be more at any time than one-fourth part of the 
gold coin and bullion, representing with it and such securities the 
total 'amount of notes issued. And thus it will be seen that as the 

* Such an order has recently been issued, increasing the 14,000,000/. to 
14,475,000/. 
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amount of such notes increases that of the specie must also increase, 
and vice versd. 

We now come to the consideration of the conditions of the 
banking department, and we may premise that there is no reason 
why this branch of the bank should differ in its general characteristics 
from any other company established for the like purpose, due allow- 
ance being made for the difference in its general calibre. Of the 
total liabilities, amounting to 35,000,000?. and upwards, it will be 
observed that 17,557,661?., being made up of public and private depo- 
sits, may be withdrawn by the owners at their option, and (with slight 
exception) without notice; the remainder, 17,738,588?., being the 
property of the proprietors, to be dealt with by them only at their 
general meetings, and subject to their regulations. On the credit 
side of the account there appear to be 29,144,237?. invested in 
securities (it is to be presumed) more or less available, the remainder, 
6,152,022?., consisting of notes and of gold and silver coin, of course 
forthcoming immediately they may be wanted. This state of things 
may remain, or may be changed in a variety of ways by the action of 
the public, or by that of the bank itself. Thus the notes and specie may 
be indefinitely increased by the deposits of customers, or they may 
entirely disappear by the withdrawal of such deposits. If the with- 
drawers be satisfied with notes, then the issue department is unaf- 
fected, but, if they require gold, then the banking department must 
obtain it from the issue department in exchange for the notes held 
by the former ; and there will be a simultaneous decrease of circula- 
tion and specie in the one, and of notes and deposits in the other. 
Thus, if we suppose that at the date of the above account depositors 
required 6,152,022?. of their deposits, and wanted specie for it, the 
banking department would be left with nothing but its securities, 
whilst the issue department would exhibit a decrease of 5,505,485?. in 
the circulation on the one side, and of precisely the same sum in the 
gold coin on the other. In like manner a deposit of gold in the 
banking division finds its way into the department for issue; a corres- 
ponding amount of notes appearing to the credit of the former, and to 
the debit of the latter. 

Such are the modes in which the public act upon this great estab- 
lishment, and we have next to consider in what way it may be affected 
by its own operations. These consist simply of a conversion of specie 
or notes into securities, and of the reverse, viz., of the realisation of 
securities, and re-conversion of them into notes and specie ; and, as it 
is, of eourse, out of these operations that the profits of the bank arise, 
we may naturally expect to see the ratio of securities to specie at all 
times as high as possible. Accordingly, it will be found, by reference 
to our statement, that the former were more than four times the 
amount of the latter at the time to which it refers. It is the keeping 
up such a proportion which exercises the skill of a banker ; and it is 
his peculiar business, whilst the investments are at their highest 
possible amount, to have them available at the shortest possible 
notice. 

Having now briefly examined the action of these two departments 
under ordinary circumstances, I proceed to investigate it when its 
course is disturbed by influences of an unusual character, such, for 
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instance, as a continuous demand upon the gold in its coffers, and 
which we have no difficulty in perceiving may arise from three dis- 
tinct sources ; that is to say, the demand may come from the holders 
of notes, or from the depositors, or from persons borrowing on securi- 
ties. And it is observable, that, as regards the first two sources, the 
bank itself has no control whatever, while, as respects the last, it can, 
of course, exercise such restraining power as it may deem desirable 
and expedient. 

Let us now suppose that the note-holders are desirous of recovering 
the gold belonging to them, and that a gradual stream of claimants 
of this class sets in. We see that to the extent of 10,580,5702. 
they can be satisfied, but that there the supply must stop unless the 
securities in this branch can be realised. If, on the other hand, the 
demand arise on the part of the depositors, they can be satisfied to the 
extent only of 646,5372., without encroaching on the supply of the 
issue department, and without a sale of securities. Under such cir- 
cumstances, the advance of specie on a further deposit of securities 
would seem to be out of the question, unless it appear that the 
demand arises on the part of the depositors and borrowers only, for 
then the bank may venture to use the notes in the banking depart- 
ment, or, in other words, may avail itself of about half the bullion 
belonging to the note-holders, always, be it understood, at the risk of 
so small a remainder tending to create alarm, and a further demand 
for gold from both classes. It is here, however, especially to be 
observed that, under the existing arrangements, the banking depart- 
ment can never avail itself of specie in this way beyond the amount 
of the notes in its possession, so that had the out-of-doors circulation 
at the date of our statement been ever so large, and the quantity of 
bullion of course correspondingly great, the utmost that the banking 
department could have obtained from it would be the 5,505,4852. 
standing to its credit in notes. It is this feature which peculiarly 
distinguishes the present arrangement from that which obtained pre- 
viously, and which will best appear from the following short statement, 
exhibiting the same account as that above given, made out in the old 

form : — 

Liabilities. Assets. 

£ £ 

Circulation 19,958,379 Securities 28,591,237 

Public Deposits 4,439,589 Bullion 11,227,107 

Private 12,234,788 

Rest 3,185,588 

39,818,344 39,818,344 

This account differs from the one first given only in the omission 
of the capital of 14,553,0002. oh the one side, and the same amount 
of securities on the other, and also in the abstraction of the 
5,505,4852. notes appearing on both sides of the other account, but 
it involved a most important difference in practice. When this form 
prevailed, no portion of the bullion was set apart exclusively on 
account of the circulation, and consequently the whole of it was 
available for whatever purpose was most pressing ; thus, supposing 
the circulation at the time referred to to have been stationary, the 
whole 11,227,1072. could have been used either to meet the claims 
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of depositors, or for advances or discount ; whereas not half that 
amount, as we have seen, was really so applicable under the existing 
arrangements. 

This is the restriction which has given rise to so much dissatis- 
faction in the mercantile world, and the abolition of which is so 
earnestly advocated by Mr. Tooke, Mr. Newmarch, and some others, 
whose opinions, like theirs, are worthy of the highest consideration. 
These gentlemen argue, that, were it not for this separation of the 
departments, the supply of bullion would, under any ordinary circum- 
stances, be sufficient for all purposes. That the separation has given 
rise to an antagonistic action between the two departments, and that 
the variations in the rate of discount have been greater and more 
frequent in consequence of it ; whilst the power of the bank to 
accommodate the public in times of difficulty is seriously diminished. 
That the liability arising from the circulation and that from the 
deposits are of similar character, and that there is no ground for 
the distinction between them, which the supporters of the measure 
have set up. On the other hand,' it is urged by such weighty 
authorities as Lord Overstone, the late Sir Robert Peel, and others, 
that the regulation of the circulation is properly a function of the 
Government, and ought not to be unrestrainedly in the hands of 
a company or set of individuals. That the separation is essential 
for preserving the convertibility of the bank-note, and that by its 
means this form of paper money fluctuates in quantity, just as the 
gold which it represents would do were it not so represented, and 
lastly, that there is no undue interference, inasmuch as the directors 
are left to manage the banking department entirely at their own 
discretion. 

Without dwelling in more detail on these conflicting opinions, let 
us endeavour to determine how the case really stands ; and for this 
purpose, and with the aid of the very valuable table published in Mr. 
Tooke's recent work on the Bank Charter, and prepared, as we learn 
on that gentleman's authority, by Mr. Newmarch, let us briefly 
examine what the state of the bank's finances have been at given 
times since the passing of the Act in 1844. It will be convenient, 
with this object, to select the 20th January, 1853, when the circu- 
lation was about at the highest, and the 15th June, 1848, when it 
was at the lowest, and we will take also the 15th April, 1847, and the 
26th December, 1850, when the deposits were in their turn at a very 
low and a very high range respectively. 



1853. £ £ 

Jan. 20. Circulation 23,470,000 Securities 14,000,000 

Bullion 9,470,000 

Banking Department. 

£ £ 

Deposits 20,170,000 Securities 27,450,000 

Capital, &c. 17,210,000 Bullion 9,930,000 



37,380,000 37,380,000 
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Issue Department. 

1848. £ £ 

June 15. Circulation 17,380,000 Securities 14,000,000 

Bullion 3,380,000 

Banking Department. 

£ £ 

deposits 16,080,000 Securities 22,680,000 

Capital, &c. 17,410,000 Bullion 10,790,000 



33,490,000 33,470,000 



1850. £ £ 

Dec. 26. Circulation 18,570,000 Securities 14,000,000 

Bullion 4,570,000 

Banking Department. 

£ £ 

Deposits 21,430,000 Securities 28,140,000 

Capital, &c. 17,100,000 Bullion 10,390,000 

38,530,000 38,530,000 



Issue Department. 

1847. £ £ 

April. 15. Circulation 20,250,000 Securities 14,000,000 

Bullion 6,250,000 

Banking Department. 

£ £ 

Deposits 13,910,000 Securities 28,230,000 

Capital, &c. 18,600,000 Bullion 3,080,000 

31,310,000 31,310,000 

From these statements we perceive that, amidst the various 
fluctuations they exhibit, there is either something like a glut of gold 
in both departments, or that, when a scarcity arises in one, there is 
at least a sufficient if not an ample supply in the other, and vice 
versd; or if we compare the relative strength of the two departments, 
as shewn by their power to meet a run upon them, we find them to 
be at each epoch in the ratios of 40 : 69, 29 : 67, 25 : 48, and 31 : 22. 
These conditions, it will be observed, have reference to such changes 
in the affairs of the bank as are not controllable by the managers. 
If we pretermit that consideration, and select epochs at which the 
advances made by the directors are heavy or otherwise, we shall still 
arrive at the like results : thus, let us take the 25th October, 1847, 
and the 22nd November, 1849, and we shall find in the 

Issue Department. 

1847. £ £ 

Oct. 25. Circulation 20,320,000 Securities 14,000,000 

Bullion 6,320,000 
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Banking Department. 
1847. £ £ 

Oct. 25. Deposits 13,340,000 Securities 29,810,000 

Capital, &c. 18,460,000 Bullion 1,990,000 



31,800,000 31,800,000 



Issue Department. 
1849. £ £ 

Nov. 22. Circulation 18,010,000 Securities 14,000,000 

Bullion 4,010,000 

Banking Department. 

£ £ 

Deposits 17,550,000 Securities 23,440,000 

Capital, &c. 18,260,000 Bullion 12,370,000 

35,810,000 35,810,000 

So that, although at one time the bullion is reduced in one depart- 
ment to less than two millions, and at another to little more than 
four, yet it will be seen that in both departments there was no less 
at the two epochs than 8,310,000/!. and 16,380,000Z. respectively. 
Hence we come to the conclusion that the division of the bank into 
the two branches must necessarily have greatly crippled its action ; 
in short, the operation, if we consider the steadiness of the circula- 
tion and that of the deposits to be nearly on a par, was little else 
than making two nearly equal banks out of one, with permission to 
deal with the assets in the one case, and with a prohibition to touch 
them in the other. Thus, at the date of the account we have so often 
quoted, the two departments were constituted as follows : — 

Issue Department. 

£ 
Securities 14,000,000 73 

Bullion 5,075,085 27 





19,075,085 


100 


Banking Department. 

£ 
Securities 11,405,649 
Bullion 6,152,022 


65 
35 




17,557,671 


100 


Both 

Securities 
Bullion 


Departments. 

£ 
25,405,649 
11,227,107 


69 
31 



36,632,756 100 

So that at the time at which this state of things existed the 
banking powers of the establishment were clearly little more than 
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half what they would have been in a similar state before the sepa- 
ration ; and the same, or nearly the same, may be said, whatever the 
particular condition of the finances may happen at any time to be. 

But whilst, on the one hand, these manifest disadvantages pre- 
sented themselves, on the other, a new description of paper money 
was created, affecting in reality to be no other than a certificate that 
the holder of it had so much gold deposited, which he could possess 
himself of whenever he pleased ; and th^ new security, throwing off 
its previous infirmities, thus aimed to be unassailable by the conse- 
quences either of misfortune or mismanagement. It is true that the 
conditions which were to perfect this plan were but half fulfilled, 
and that if the Government desired to give the bank-note a new 
character, it would seem to be the proper course to have paid at 
once its debt to the bank proprietors — to have claimed from 
them an amount of specie equal to the then circulation, and there- 
upon to have substituted Government notes for those outstanding ; — 
nevertheless, up to a certain limit, the object contemplated 
was secured, and since it is only under such an arrangement 
as the issue department shadows forth, that this description of paper 
money can exist, it is clear that if we wish to retain the one we 
cannot abandon the other. Considering, then, the apparently unavoid- 
able liability of all banking and mercantile establishments to misfor- 
tune and mismanagement, it does seem most desirable that the 
country should have at least one description of paper money free 
from the hazards which any dependence upon them must entail, and 
that therefore the present arrangement, as regards the issue depart- 
ment of the bank, should be maintained, unless, indeed, an improved 
version of it can be substituted. To be perfect, the amount of gold 
should be equal to that of the notes representing it— the sole objects 
of such an establishment being the supply of an entirely safe, con- 
venient, and comparatively inexpensive medium of exchange to all 
persons desirous of obtaining the accommodation. Into such a 
system no thought of profit can enter — on the contrary, it must be 
somewhat costly, and it is no more than reasonable that it should 
be, and that those who avail themselves of its advantages should 
contribute mainly, if not wholly, to the expense of it. Meanwhile, 
since the creation of such an agency needs in no way interfere with 
the fullest development of the ordinary system of banking, some 
remedy is required for the condition of the other department, 
enfeebled as it undeniably is, by the severance of so considerable 
a portion of its former self : the one which naturally presents itself 
is an increase in its capital, and another is (as Mr. Tooke has so 
frequently urged), the retention of a larger amount of gold in its 
coffers — some compensation being made, as that gentleman suggests, 
for the reduction in profits which must ensue from such a retention. 

Either of these expedients would enlarge the present powers of 
the bank, and enable the directors to accommodate more extensively 
the mercantile world in times of pressure ; or if the Government 
would pay some portion (say three or four millions only) of its debt, 
reducing the large amount of securities in the issue department, and 
increasing proportionately the bullion there, the directors would, 
it is to be presumed, feel less apprehension than they appear to do 
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now, as the notes in their possession gradually disappear, and would 
probably be enabled to adjust their rates of discount with greater 
regularity and consistency than they have of late years succeeded in 
doing. In 1853 and in 1855 these rates were raised by gradations 
of half per cent,, from three and a half per cent, to five and a half ; 
and referring again to Mr. Newmarch's useful table, we find that 
the conditions contemporaneously existing were as follows : — 



Assets. 


Minimum 


Banking 
Department. 


Issue 
Department. 


Public 

Securities. 


Private 
Securities. 




1853. 


1855. 


1853. 1855. 


1853. 


1855. 


1853. 


1855. 


3* 


8-83 


12-52 


9-42 5-54 


13-12 


12-68 


14-08 


11-85 


4 


802 


8-07 


8-48 6-15 


12-77 


13-08 


14-00 


16-08 


4* 


7-44 


7-98 


8-42 5-72 


12-53 


12-80 


16-18 


16-83 


5 


6-84 


6-77 


8-77 6-17 


12-34 


12-18 


18-57 


19-36 


5i 


4-63 


5-99 


7-98 6-29 


12-57 


18-57 


14-19 


19-24 


Liabilities. 




Minimum 


Pu 
Dep 


blic 
jsits. 


Prii 
Dep 


ate 
laits. 


Circulation. 






Kates. 


1853. 


1855. 


1853. 


1855. 


1853. 


1855. 






3* 


4-63 


5-59 


12-90 


13-31 


24-81 


20-57 






4 


470 


7-59 


11 02 


10-97 


23-91 


21-13 






4* 


6-01 


7-84 


11-05 


11-15 


23-86 


20-70 






5 


674 


8-14 


11-89 


11-44 


24-22 


21-17 






54 


2-34 


711 


10-69 


1084 


2314 


21-30 





"We may perceive here, amongst other peculiarities, that when 
the rate of discount was raised in 1853 to 4 per cent., the bullion 
was 2,28O,O00Z. more than when the same measure was adopted in 
1855 ; and that there was an excess of 2,160,000Z. when \ per cent. 
more was demanded, and of nearly 2,70O,OO0Z. when the rate was 
further raised to 5 per cent. There are probably other considerations 
influencing these changes beside the absolute amount of gold in the 
coffers of the bank — but none, it is to be presumed, of sufficient 
importance to account for such discrepancies as are here exhibited. 

There can be no doubt that the Bank of England is at all times 
the principal dep6t for gold coin and bullion. There is a vast quan- 
tity beside in the country, but no other single stock which can at all 
compare with it. To ensure the retention of an adequate supply, it 
is obvious that its price should increase as it becomes scarcer, in 
accordance with the invariable law which appears to regulate all other 
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commodities. If such a law be not acted upon, a demand for the 
precious metals in other countries will speedily drain the bank 
coffers ; nor will any process but an increased price here or a dimi- 
nished one abroad replenish them. With almost all other commo- 
dities these fluctuations in price obey the imperious dictates of supply 
and demand, and require no artificial adjustment. But it is other- 
wise with the bullion in the Bank of England. If a demand arise 
for it, the directors advance their prices apparently without any 
rule, and depress them again with the like uncertainty when the 
demand ceases. They are the sole arbiters of its value, and the 
variations in it depend altogether on their decision ; hence the incon- 
veniences attending the natural fluctuations of price are exaggerated 
by changes which are wholly different at one time from what they 
would be, under the like circumstances, at another. Now, the 
obvious remedy for this would be the regulation of the price either 
by the quantity of gold simply, or by that element, and also by the 
intensity of the demand ; and a convenient mode of effecting these 
objects suggests itself from the relations obtained in certain geome- 
trical constructions, which, as Mons. Quetelet observes, may often 
be made available for such purposes with advantage. Let us take 
for instance the following one 




as a means of solving our problem, and conceive that the line A B, 
being half the major axis of the ellipse, represents the gold in the 
banking department subject to the action of the public; CB the rate 
of discount to be charged when the whole quantity above mentioned 
is gone, and two millions only are left : then, if we assume the quan- 
tity of gold to be ten millions, and the maximum rate of discount 
8 per cent., we easily find, by means of the equation to this figure,* 
that, as the gold diminishes, the rates of discount should advance as 
follows ; that is to say, when it is reduced to 

9,746,000 the rate should be 3 per cent. 

8,660,000 „ 4 „ 

7,810,000 „ 5 „ 

6,633,000 „ 6 „ 

4,899,000 „ 7 „ 

2,000,000 „ 8 „ 

If it be desired to regulate the price by the intensity of the 
demand as well as by the fluctuation in quantity, this may be done 
in a practical way by increasing the maximum rate, by which means 
all the intermediate rates will also be increased: or the reverse 
process may be resorted to where the demand is not of an urgent 
kind. Of course great discretion would be required in determining 

* y 2 = — (a 2 - x 1 ) whence x 2 = a 2 - t-£ . 
* a 2 v t J 

VOL. XIX. PAST III. V 
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what the maximum rate should be, but, that being done, the rest 
would follow as a natural consequence ; and since, under some such 
system, the public would know what it had to expect, and would 
be able in a measure to anticipate the rates to be required from 
them for advances, there is reason to think that, were it adopted, 
less disturbance would arise than there now does when a demand for 
gold sets in, and that sudden and violent expansions and contractions 
of the currency would cease to occur. 

The investigation we have now gone through, will, I think, serve 
to show that the Bank of England plays for the most part a passive 
character in the monetary world, and even during times of the 
greatest disturbance exercises influence only in the greater or less 
degree of facility with which it yields to the pressure from without. 
If the management be open to reprehension at all, it would seem to 
deserve it more on the score of undue reduction in its discounts than 
on any other grounds. Considering the nature of the security, there 
seems no good reason for rates of discount ever falling so low as 
3 per cent. Short bills are no doubt peculiarly suited to the business 
of banking, but the evils immediately arising from an over-estimate 
of them, for this or any other purpose, ought to deter all thinking 
persons from purchasing the facilities they afford, or, in other words, 
making advances upon them at a rate which is sure to entail conse- 
quences more or less disastrous. 

The graduation of the prices of bullion, or of the charges for the 
use of it, is, as we have seen, attended with peculiar difficulties, 
but not such as are altogether insurmountable. Considerable im- 
provements might, there is reason to believe, be introduced on 
this head, and a system established which should as closely as 
possible imitate the fluctuations arising, under ordinary circum- 
stances, from variations of supply and different intensities of demand. 
As regards the degrees to which the prices in question have been at 
various epochs raised by the Directors of the bank, it would seem 
that they have done no more than obey an imperious necessity. 
They have thus barely retained so much of the gold belonging to 
their customers as was not required by them at the moment, and 
surely that was going far enough. It is admitted on all hands that 
a banker is at liberty to use for his own advantage the moneys 
deposited with him, but it is a compact of almost a sacred kind that 
such moneys shall be forthcoming on the instant they are required ; 
it is therefore especially incumbent upon him, above all things, to 
preserve intact the interests of his customers, and to resist, when 
absolutely necessary, the solicitations of borrowers, let the nature 
of their propositions be as tempting as they may. It must ever 
be borne in mind, too, that all bill giving and all bill discounting 
are no other than contrivances to make small capitals do the business 
of large ones ; and that, although when kept within reasonable 
bounds, such contrivances are not unattended with advantage, there 
is yet a constant tendency in them to exceed their legitimate limits, 
and to entail distress and ruin on the mercantile community. It is 
true that they greatly accelerate our natural rate of progress, and 
enable us to anticipate by years the advantages for which we are 
continually labouring — but, were it not for their introduction, the 
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merchant, the tradesman, and the manufacturer, would pursue their 
less ambitious avocations in comparative freedom from anxiety, and 
the mercantile world would be unvisited by the panics and convul- 
sions which now so frequently disturb its serenity. 

A great deal has been written on the subject of the currency, 
and much pains taken to determine what forms of paper money are 
to be looked upon as of that character and what are not. It would 
seem to be a more simple view of the matter to regard them all as 
no other than securities for the payment of that which, from its 
peculiar nature, is most readily exchangeable, viz., the precious 
metal. For the most part they have no intrinsic value, but depend 
solely for that which they have on what they profess to do, and on 
the degreee of certainty with which we may look for a performance 
of what they promise. Thus a Bank of England note, if the bullion 
in the issue department were sufficient to meet all the notes in 
circulation, would be as nearly as possible a perfect security. It 
professes that the specie which it represents may be had in undi- 
minished quantity immediately it is required, and no doubt could 
exist, under such circumstances, that the promise would be 
always punctually performed. A bill of exchange is evidently a 
similar security, but one of an inferior kind ; it professes less, for 
the payment of it is not usually to be immediate, and the perform- 
ance of what it does promise depends in the first instance on the 
solvency of the drawer and acceptor (although as the endorsements 
increase in number its validity necessarily improves), and on a strict 
adherence to certain legal forms. A check, although giving immediate 
power over the specie it is drawn for, is liable to be anticipated by 
the drawer, and to be rendered valueless by the failure of the 
banker ; and so on, till we arrive at those forms of security recom- 
mended by gentlemen of a certain school, which, so far as we can 
learn, are to promise nothing definitely, and which can only retain 
a semblance of value under a system in which the precious metals 
are, by common consent, dispensed with as a medium of exchange. 
These, and a variety of others, are brought into existence in the 
operations of commerce, and so long as those only which are of a 
first-class character are generated, and that to a limited extent, 
commerce will be on a sound and wholesome basis. 

The disorders which arise from time to time are simply evidences 
that these forms of security have been created in undue quantity or 
of inferior quality, and for the suppression of these the disorders them- 
selves are absolutely necessary. Such periodical outbreaks are the 
inevitable concomitants of credit, and will never cease to arise so 
long as mankind continue to avail" themselves of it, and are not 
content to carry on their transactions by means of commodities 
possessing intrinsic value, or of securities for realizing them of 
unimpeachable validity. 
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